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KEY ECONOMIC INDICATORS 
BAHRAIN 
($US Millions) 


1983 1984 


ECONOMIC INDICATORS 


Inflation Rate 3 1 (3) (2) 
Nominal GDP Growth Rate ** 2.0 iss CPAZ (5.0) 
GDP, current prices 4,551 4,612 4,264 


Population * 


Bahraini. Nationals 


GOVERNMENT BUDGET 


A. 


B. 
C. 


Total Revenues 
0i1/Gas 

Total Expenditures 

Surplus (Deficit) 


- BALANCE OF PAYMENTS ** 


A. 


IV. U.S 


Merchandise Trade 

1. Total Exports (FOB) 
Oil 
Non-oil 

2. Total Imports (CIF) 
0il 
Non-oil 


Services, Transfers, 

Capital (Net) 

1. Travel (Net) 

2. Workers Remittances 

3. Investment Income/ 
Other Services 

4. Other 


Overall Balance 


Reserve Movements 


Official Reserves (NET) 


384,721 
252,436 


1285.9 
871.6 
1419.4 
(133.4) 


(142.7) 
3190.4 
2578.2 

6a2.2 
(3333.1) 
(1422.3) 
(1910.9) 


271.1 
47.7 
(297.6) 
398.4 
117.2 
123.1 


(123.1) 
108.5 


Commercial Reserves (NET)(231.6) 


- TRADE WITH BAHRAIN 


a. 
B. 


* Bahr 


Exports to Bahrain 

Imports from Bahrain 

US Share (%) of Bahrain 
Imports 


ainis and non-Bahrainis 


** Provisional for 1986. 


Sources: 


Central Statistics Organization 


400,280 
258,827 


(387.3) 
3127.3 
2705.0 

422.3 
(3514.6) 
(1640.6) 
(1874.0) 


283.5 
58.9 
(330.8) 
694.4 
(139.0) 
(103.7) 
103.7 


131.8 
(28.1) 


Ministry of Finance and National Economy 


399,528 
265,379 


(324.4) 
2802.7 
2430.5 

372.1 
(3127.0) 
(1419.9) 
(1707.2) 


933. 
52. 
(401. 
702. 
580. 


609. 


411,660 
272,095 


1243.8 
657.6 

1295.7 
(51.9) 


(2.3 
2349.9 
1965.2 
385.1 
(2432.1) 
(989.4) 
(1442.7) 


176. 
8. 


(704. 
629. 


» Bahrain Monetary Agency, and 





The Economic Setting* 


Bahrain is a small island-state located in the Arabian Gulf about 25 
kilometers from Saudi Arabia via the Bahrain-Saudi Causeway. The country is 
ruled by His Highness, the Amir, Shaikh Isa bin Sulman Al-Khalifa, and it is 
governed by a Council of Ministers, led by the Prime Minister. By virtue of 
its membership in the Gulf Cooperation Council (GCC), Bahrain has close 
political and economic ties with other Arab states in the region. 


0il was discovered in Bahrain more than 50 years ago in 1932 by American 
geologists. Even though oil production, which is currently about 40,000 
barrels per day (bpd), is continuing to decline, oil and gas still dominate 
Bahrain's economy, accounting for about 65 percent of GDP. Bahrain's oil 
reserves are not expected to last more than another 10 to 15 years, but gas 
should last about 50 years at present rates of consumption. 


During the last decade the government has worked to diversify Bahrain's 
economy. Bahrain now has important aluminum, ship repair, petrochemical, 
iron ore pelletizing, and gas liquefaction installations in addition to an 


oil refinery, which has been the island's principal economic asset for more 
than 50 years. 


In addition to its efforts to build an industrial base, the government 
has taken steps to make Bahrain the Gulf's business and services center. In 
this regard, the most successful diversification has been the establishment 


of a major international banking center, including about 75 offshore banking 
units (OBUs) and a total of more than 170 financial institutions. Many 
international firms, including about 80 U.S. companies, have located their 
Middle East offices in Bahrain because of its pleasant social atmosphere and 
its efficient transportation and communications facilities. In addition to 
regionally owned Gulf Air, Bahrain is served by numerous major international 
carriers with frequent flights to Europe and Asia. 


Bahrain's labor force numbers about 167,000, of which approximately 58 
percent is expatriate. A Bahrainization program has been implemented by the 
government to expand employment opportunities for the national population. 
The country's population is young with about 50 percent under age 21; 
approximately 4,500 Bahrainis enter the labor force annually. 


Growth and Prices 


After a decade of high growth, Bahrain's economy began to slow 
dramatically in 1985. Through most of the 1970's and until 1983, Bahrain's 
annual real rate of growth ranged from 5 to 7 percent. In 1985, however, 
the real rate of growth dropped about 7 percent and was followed in 1986 by 
an estimated negative growth rate of about 5 percent. 


*This report was prepared in September 1987. 
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Bahrain's past economic diversification efforts moderated the speed and the 
severity of the downturn, but failed to offset the combined effects of the 
oil market and the Gulf's business downturn, 


Business firms in Bahrain are continuing to rationalize their 
operations. Many regional firms have scaled-back and some foreign firms 
have closed their local offices. The construction industry is suffering. A 
few firms face arrearage problems. Rents for office/commercial space and 
residential units have dropped significantly. Resulting employment cutbacks 
have led to lower worker turnover and to the departure of some 
expatriates--both Eastern and Western. 


Bahrain's economic situation appears to have stahilized, however, 
According to the Ministry of Finance and National Economy, modest growth of 
perhaps 1 percent is expected for 1987. 


Recent Economic Developments 


To deal with the economic downturn, the government, following an 
extensive period of consultation with the private sector, announced in late 
1986 a series of measures to lower the costs of doing business in Bahrain. 
The measures included reductions in municipal fees, international 
communications charges, and employee and employer contributions to the 
government's social insurance and pension fund. Domestic bank loan rates 
were also cut. In addition, government officials announced an easing of 
requirements for expatriate work permits. As part of a larger effort to 
encourage tourism and promote business, Bahrain has introduced an extended 
7-day visa for tourist and visitors. 


Recognizing the important contribution to Bahrain's economic 
diversification made by small businesses owned by local entrepreneurs, the 
government approved, for the first time, a short-term program to assist 
three export-oriented Bahraini firms. Also, the Ministry of Development and 
Industry is establishing an industrial information center which is designed 
to identify and promote investment opportunities in Bahrain for small and 
medium-sized enterprises. 


A new commercial law, which makes few changes with regard to current 
practices, entered into force in June 1987. Bahrain also signed an 
agreement with the U.S. Overseas Private Investment Corporation (OPIC) in 
April 1987, making OPIC insurance coverage available to U.S. investors. 


Bahrain-Saudi Arabia Causeway 


The King Fahd Causeway, which opened in December 1986, is believed to be 
having an important economic impact on Bahrain, but the full implications 
will probably not be seen for some time. Bahrain's merchants have begun to 
lower prices to close the average 30 percent price gap estimated to exist 
between Bahrain and Saudi Arabia's Eastern Province prior to the Causeway's 
opening. Business and government have expressed concern about the increased 
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currency flow from Bahrain as a result of consumer trips to Saudi Arabia in 
search of lower priced products. On the other hand, Bahrain's hotels and 
restaurants are reaping benefits from Causeway traffic from Saudi Arabia, 
especially from weekend visitors. Several local export-oriented 
manufacturing firms, which see the Causeway as an opportunity for increased 
access to other regional markets, have quickly made use of overland 
transport to ship directly to their representatives. In addition Bahraini 
businessmen, as well as foreign businessmen based in Bahrain, are beginning 


to use the Causeway to seek greater business opportunities in Saudi Arabia's 
Eastern Province. 


Foreign Trade 


The overall balance of payments for 1986 is estimated to have had a 
surplus of $94.7 million as compared to a surplus of $609.5 million in 1985; 
major factors contributing to the dramatic decline were a drop in oil export 
earnings and a substantial increase in worker remittances. The merchandise 
trade deficit declined sharply to $82.5 million in 1986, compared to a 
deficit of $324.4 million in 1985, resulting generally in decreased oil and 
non-oil imports. Services, transfers, and the capital account showed a 


surplus of $176.9 million, a decline of more than 80 percent from the 1985 
surplus of $933.9 million. 


The deficit in the non-oil merchandise trade account declined from 


$1,333.7 million in 1985 to an estimated $1,058.1 million in 1986. Total 
non-oil exports rose by 3 percent to $385 million in 1986, while non-oil 
imports declined 15 percent to $1,442.7 million. The drop was widespread, 
but was largest among chemical elements and compounds and other manufactured 
articles. 


Oil trade, however, had a surplus of $975.8 million, down slightly from 
the 1985 surplus of $1,009.6 million. The value of total exports of crude 
oil and refined product declined significantly to $1,965.2 million from 
$2,430.5 million in 1985. The volume of refined oil exports in 1986 rose 41 
percent, to 89.0 million barrels, from 1985's 62.9 million barrels. Revenue 
reached $1,670 million, based on an average price of $18.70 per barrel. 


According to Bahrain's trade statistics, U.S. exports to Bahrain totaled 
$252.4 million in 1986, down about 20 percent from the previous year. U.S. 
imports from Bahrain rose dramatically to $54.5 million from a level of 
$22.0 million in the previous year. Bahrain's principal exports to the 
United States are unwrought aluminum and aluminum alloys, and organic 
chemical compounds. Petroleum products accounted for only 10 percent of 
those exports, according to U.S. Department of Commerce figures. Bahrain's 
major imports from the United States include graphite, aircraft, boilers and 
engines, office equipment, tobacco, and motor vehicles. 
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The United States was Bahrain's principal foreign supplier again in 
with a 17.6 percent share of the import market. The United Kingdom was 
second with 15.8 percent, followed by Japan which captured 9 percent of 
market. Depreciation of the U.S. dollar against other major currencies 
should have a positive effect on U.S. exports to Bahrain. 


The Government Budget 


The Government of Bahrain has taken a number of steps--cuts in foreign 
travel expenditures and expatriate staff and deferral of some public 
projects--in order to control spending and to balance revenues more closely 
with expenditures for the dual-year 1986/87 central government budget. 
Bahrain's planned budget for 1988/89 anticipates expenditures unchanged at 
about $2,925 million. The government anticipates a deficit in the next 
budget cycle which will be financed by issues of treasury bills and 
development bonds, and by borrowing as much as $212 million from Arab 
development banks. A new 4-year development plan is slated to commence in 
1988. Major infrastructure projects planned in the 1988/89 budget year 
include a 500-plus megawatt electric power generating plant, a 10 million 
gallon-per-day water desalination plant, a second Manama-Muharraq causeway, 
and new overpasses on five major road arteries. 


9il and Gas Sector 


Bahrain is a member of the Organization of Arab Petroleum Exporting 
Countries (OAPEC); it is not a member of the Organization of Petroleum 
Exporting Countries (OPEC). Its oil industry includes the following players: 


A. Bahrain National Oil Company (BANOCO)--Exploration, 
production, and marketing of oil. 


Bahrain Petroleum Company (BAPCO)--Refinery operation. 


Bahrain National Gas Company (BANAGAS)--Collection and 
processing of associated gas and operation of the natural 
gas liquids plant. 


CALTEX--Owns 40 percent of BAPCO and 12.5 percent of 
BANAGAS. 


For the time being, through gas injection, Bahrain has stabilized its 
declining oil production at an average of about 40,000 bpd. BANOCO is now 
in the second year of a five year drilling program which seeks to maintain 
Bahrain's production level. In 1986, production increased slightly to 
42,423 bpd; however, an offshore exploration program designed to boost 
production further was concluded unsuccessfully. BANOCO and the Kuwait 
Petroleum Exploration Company (KPEC) were drilling near the Abu Saafa field 


under a production sharing arrangement in which KPEC absorbed the 
exploration costs. 
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In addition to its own domestic production, Bahrain receives one-half of 
the output from the offshore Abu Saafa field from Saudi Arabia. Production 
varies with Saudi Arabia's overall requirements, but typically has averaged 
about 140,000 bpd. Under the existing arrangement, Bahrain does not 
traditionally receive crude, but rather its treasury receives a remittance 
for 50 percent of Abu Saafa revenues. In addition, BANOCO is the marketing 
agent for Abu Saafa crude. 


Bahrain's crude production accounts for less than 20 percent of the 
refinery's feedstock; most of the remainder is imported from Saudi Arabia by 
pipeline. Refinery throughput is a function of market demand for refined 
product. Production of the 250,000 bpd capacity refinery rose from about 
180,000 bpd in 1985 to more than 240,000 bpd in 1986. Throughput should 
remain around that level through 1987. A feasibility study is now underway 
for the modernization of the refinery over the next 10 years. 


The BANAGAS gas liquefaction plant utilizes associated gas which is piped 
directly from Bahrain's oil field to the plant where it is converted into 
butane, propane and naphtha. In addition to associated gas, Bahrain also has 
ample supplies of deep-strata, "khuff" gas. Major domestic users of natural 
gas include the aluminum smelter and related industries, power and 
desalination plants, and the BAPCO refinery. Dramatically lower prices 
squeezed plant profitability in 1986. 


Gulf Petrochemical Industries Company (GPIC) complex, an export-oriented 
plant completed in late 1985, has reached its maximum daily capacity of 1100 
tons each of ammonia and methanol. GPIC is a joint venture of the 
Petrochemical Industries of Kuwait, the Saudi Basic Industries Corporation 
(SABIC), and the Government of Bahrain. Its methanol output is marketed by 
SABIC, while Kuwait markets the ammmonia. By increasing production 
efficiency, GPIC hopes to offset somewhat the effects of the significant fall 
in product prices over the last several years. 


Other Industries 


Aluminum Bahrain (ALBA) operates an aluminum smelter which is owned 
principally by the Government of Bahrain and by the Saudi Public Investment 
Fund; Kaiser Aluminum is also a shareholder. The two governments' combined 
78 percent share of the smelter's output is sold through the Bahrain Aluminum 
Company (BALCO). In 1976, ALBA's hot metal and net finished production 
reached 178,188 metric tons (MT) and 178,194 MT, respectively. The local 
market remains important to ALBA which supplied a total of 15,355 MT of 
liquid metal to Bahrain Atomisers and Midal Cable, 5,914 MT of extrusion 
billet to BALEXCO, and 25,191 MT to GARMCO. 


Bahrain Aluminum Extrusion Company (BALEXCO), owned by the Bahrain 
Government, produces aluminum ataattar: doors, and window frames for supply 
to the construction industry. BALEXCO, which began operations in 1977, 


exports about 80 percent of its local production. Output now totals about 
6,000 MT per year. 
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Gulf Aluminum Rolling Mill (GARMCO), a 49,000 MT capacity rolling mill, 


was inaugurated in February 1986. The mill utilizes aluminum ingots from 
ALBA to produce aluminum sheet, coil, and foil stock. The GARMCO plant, 
which was constructed by Kobe Steel of Japan, is owned by the Governments of 
Kuwait, Saudi Arabia, Iraq, and Bahrain with shares of 20 percent each, and 
the Governments of Oman and Qatar with 10 percent each. Output for 1986 
amounted to over 25,000 MT. In June 1987, BALCO, which markets most of 
ALBA's production, reached agreement with GARMCO to provide 180,000 MT of 
aluminum over the next 3 years. 


The Arab Iron and Steel Company's (AISCO) iron ore pelletizing plant, 
completed by Kobe Steel in 1984, has an annual production capacity of 4 


million tons of iron pellets, primarily for export. Since its inauguration, 
AISCO has operated intermittently and presently has been shut down since the 
summer of 1986. AISCO still has not found a viable market to replace the 
Iran/Iraq market for which the plant was designed. Losses in 1986 totaled 
$31.6 million--$20 million more than its first full year of operation in 
1985. At year end, current liabilities were about twice the company's 
assets. Despite a 1985 rescheduling, AISCO is struggling under an enormous 
debt burden and reportedly has asked banks to write-off approximately 
one-half of its outstanding debt. The banks--all Arab institutions--were 
instrumental in arranging for British Steel Corporation (Overseas Services) 
as consultants to review AISCO's overall situation and future viability. 
Ownership of AISCO has recently undergone restructuring, with the Kuwait 
Petroleum Company becoming the lead shareholder. Resolution of AISCO's 
financial difficulties could pave the way for proposed down stream 
manufacturing operations in Bahrain. In an effort to keep AISCO alive, 
Bahrain has held discussions recently with Australian interests. 


Gulf Acid Industries (GAI), Bahrain's only sulphuric acid plant, has 
been shut down more than half the time since it opened in February 1985. It 
is presently operating at about 80 percent of its 36 MT per day acid 
producing capacity and at 100 percent of its 2,000 liters per day of 
distilled water potential. GAI exports 110 MT of technical grade acid each 
week to its distributor in Saudi Arabia. The company has just been licensed 
by the Ministry of Development and Industry to produce radiator coolant in 
collaboration with CALTEX Bahrain. Production is due to start in 1987 at 
500 liters per day and is expected to be increased later to 2,000 liters per 
day. Plans for future diversification include production of cryolite and 
aluminum fluoride for consumption by ALBA, and aluminum sulphate to be used 
in purification of water. 


The Arab Shipbuilding and Repair Yard (ASRY), which is owned by OAPEC, 
increased revenues from ship repairs in 1986. The Iran-Iraq War and the 
Gulf's economic downturn create a difficult environment for ASRY, which 


opened in 1977. The dry dock occupancy rate of 76 percent in 1986 was 


slightly less than in 1985. Despite continuing efforts to cut costs, ASRY 
is still not breaking even. . 





Banking and Finance 


Bahrain's development as a major financial center has been the most 
widely heralded aspect of its economic diversification effort. Banking 
currently generates about 15-17 percent of GDP. Twelve U.S. banks and 


financial institutions are among the more than 170 financial institutions on 
the island. 


Since 1983, the regional economic and political climate in which these 
institutions operate has become much more difficult due to the regional 
economic downturn brought on by the decline in oil revenues and the 
Iran-Iraq War. Banks, including some U.S. banks, have reacted by scaling 
back their Bahrain operations or leaving the area. Nevertheless, many of 
those financial institutions already located in Bahrain have indicated their 
intent to weather the present difficult period in the hopes that business 
will improve. Assets of overseas banking units (OBUs) have declined from 
the $62.7 billion reached in 1982 and 1983. At the end of 1986, OBU assets 
stood at $55.7 billion, compared to $56.8 billion at the end of 1985. By 
the end of the first quarter of 1987, OBU assets had fallen further to $52.5 
billion, partly reversing a rise in assets which had occurred in the last 


two quarters of 1986. Profits generally declined among Bahrain's commercial 
banks in 1986, 


In 1986, the Government of Bahrain issued treasury bills for the first 


time. They served not only to help finance the public sector deficit, but 
also to absorb commercial bank liquidity. The issue, which totaled about 
$70 million, was well-received in the market. In March, the Bahrain 
Monetary Agency (BMA) announced sales and repurchase arrangements for 
treasury bills in order to control liquidity, instead of resorting to 


short-term swaps or short-term loans secured against government development 
bonds. 


Agriculture 


Bahrain has made noticeable progress toward its goal of enhanced 
self-sufficiency in food production. Local production now provides 
approximately 15 percent of fresh vegetable sales, a third of the poultry 
meat needs, and 75 percent of table eggs consumption. 


The dairy sector saw the expansion of three private herds and efforts 
undertaken to improve the national dairy farm. A national dairy 
pasteurization plant started operations in 1986. Work continues on modified 
greenhouses (utilizing drip irrigation) for use by the local small farmers 
and on efforts to improve drainage in low-lying areas. 


The modern poultry slaughter house, opened in late 1983, is supplying 
both fresh-chilled and frozen poultry to the local market. The island's 
feed mill, operated by the owners of the poultry slaughterhouse, produces 
about 22,000 tons of feed annually. Bahrain's 300 ton/day flour mill 
provides the bulk of the country's annual flour needs of about 36,000 tons. 
Wheat is traditionally imported from Australia; however, as of 1986 Bahrain 
began to import commercial quantities of whet *° » Saudi Arabia. 





- 10 - 


The opening of the Bahrain-Saudi Arahia Causeway was a source of concern 
to agricultural producers in Bahrain because it provides access to cheaper, 
and often subsidized, Saudi farm products, including vegetables, dairy and 
poultry products. 


The Bahrain-based Arab Agricultural Company was launched in 1986. The 
holding company, which is capitalized at $100 million, seeks to invest in 
agricultural projects throughout the Gulf region. 


Implications for the United States 


The economic downturn, coupled with a recognition that Bahrain must 
provide job opportunities for its young population, has underscored the 
importance of economic diversification and the need for foreign investors. 
Bahrain is embarking on a comprehensive program to attract foreign investor 
interest. The Ministry of Development and Industry's new industry 
information center is expected to assist in identifying attractive 
opportunities and to provide important assistance to potential foreign 
investors. Further, the recently concluded OPIC agreement with Bahrain 
serves to enhance this country's investment climate for U.S. investors. 


Business Opportunities for U.S. Firms 


The best prospects for U.S. sales to Bahrain during the next few years 
lie in the following areas: 


-- Petroleum, Gas and Petrochemicals. The BAPCO oil refinery and the 
BANAGAS gas processing plant are the dominant features of Bahrain's 

economy. Demand for equipment and services for these plants should remain 
high. In addition, preliminary studies are underway for a major refinery 
modernization project which could cost about $1 billion; a final decision is 


not expected until 1989. BANAGAS is also considering an expansion of its 
central gas plant. 


-- Aluminum. ALBA plans a two-phase expansion which would increase capacity 
to about 225,000 MT annually. The first phase would add 76 pots, while the 
second phase would modernize the older potrooms. Kaiser Engineers of 
Oakland, California have been selected as consultants for a proposed 
aluminum foil plant. Tenders for the estimated $30 million, 6,000 MT 
capacity facility should be announced in late 1987. Several local 
entrepreneurs are already operating small aluminum fabrication plants, and 
there is likely to be further interest in equipment for plants that could 
produce finished and semifinished aluminum products. 


-- Food and Agricultural Products. Despite selected increases in domestic 
production of vegetables, fresh milk and dairy products, eggs and poultry 
meat, Bahrain must still import a large variety of food and agricultural 
products. In 1985, food imports excessed $242 million. The fall 
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of the U.S. dollar vis-a-vis other currencies now offers an excellent 
opportunity for expanding sales of U.S. food and agricultural products to 
Bahrain. Opportunities include canned fruits and vegetables, poultry meat, 
fresh fruits, rice, sauces, beverages, juices, corn oil, dried nuts, lumber 
and other products. 


-- Computers and Software for Telecommunications and Banking. Bahrain is a 
major center of service industries in the Gulf, particularly financial 
services. The banks and other financial institutions have been affected by 
the overall slowdown in the region, but the market for the latest 
telecommunications equipment, computers, and software continues to grow. 


-- Consumer Products. U.S. consumer products enjoy considerable popularity 
and tend to be widely available in Bahrain. U.S. firms should consider 
agency arrangements for sale of their products. 


-- Telecommunications. Fiber optic cable projects linking Bahrain with 
Saudi Arabia and Kuwait are under way. 


Possible Future Projects 


The following future projects may provide substantial opportunities for 
U.S. firms: 


-- Gulf Tire Manufacturing Plant. Bahrain remains a leading candidate for a 


proposed tire manufacturing plant which is to be established under GCC 
auspices. 


-- Tourism. Private developers have proposed several projects to the 
Government of Bahrain for further development on the island's tourist 
facilities. Proposals include resort hotels and recreational facilities for 
visitors arriving not only by air, but also via the Causeway. 
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